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ABSTRACT

The objective of this paper is to introduce and describe a conceptual framework of firms' corporate
and business ethics in supply chains in terms of ethical structures, ethical processes and ethical
performance. A framework is outlined and positioned incorporating an ethical frame of reference in
the field of SQupply Chain Management (SCM). A number of areas and sub-areas of firms' corporate
and business ethics are framed in the context of supply chains. The introduced framework should be
seen as a seed for further development and refinement in the field of SCM. It provides opportunities
for further research of ethical concernsin supply chains.
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Ethical concerns are an important area in business practices and research endeavours of supply chains
in the field of Supply Chain Management (SCM). In particular, ethical concerns become evident in
situations of asymmetric relationships between firms in supply chains (e.g. in terms of power and
dependence). There is a need to establish ethical structures, processes and performance measures in
firms. In previous research restricted parts of supply chains have been addressed from an ethical
perspective but not the whole process (Moberg 2003; Geraint 2003; Kidd 2003; Carter 2000; Cooper
Frank & Kemp 1997; Stainer 1997). Nevertheless, there have been a few recent research endeavours
dedicated to the ethical concernsin SCM and supply chains as a whole. For example, Svensson and
Baath (2008) introduce and describe a conceptual framework of SCM-ethics based upon supply chains
in the automotive industry. Svensson (2009) focus on the transparency of SCM-ethics based upon case
illustrations of supply chains in the fashion and telecom industries. The dilemmais that these ethical
frameworks of supply chainsin the field of SCM are still on a general level, where specific details are
not provided on how to manage, monitor and evaluate ethical concerns in supply chains. Thisis where

this paper strives to make a contribution.

There are multiple research topics that may be linked implicitly or explicitly to ethical concerns in
supply chains, such as: corporate socia responsibility (Dyllick & Hockerts 2002), sustainable supply
network management (Y oung & Kielkiewicz-Y oung 2001), supply chain environmental management

(Lippman 1999), green purchasing strategies (Min & Galle 1997), environmental purchasing (Zsidisin



& Siferd 2001), green marketing (Crane 2000), environmental marketing (Sheth & Parvatiyar 1995),
environmental marketing management (Peattie 1995), environmental product differentiation
(Reinhardt 1999), reverse logistics (Zikmund & Stanton 1971), sustainability labeling schemes (De
Boer 2003), environmental management (Hoffman 2000), life-cycle assessment (Welford 1999) and

| SO-14000-certifications (1SO 2007).

This paper addresses explicitly different areas of how to manage, monitor and evaluate ethical
concerns in supply chains. Firms' ethical values and culture are fundamental. The bottom line is that
there is a need for a conceptua framework in the field of SCM that describes firms corporate and
business ethics in supply chains in terms of ethica structures, ethical processes and ethical

performance.

The importance of establishing a conceptual framework of ethical structures, ethical processes and
ethical performance in supply chainsisthat it may contribute to enhance firms' corporate and business
ethics in the field of SCM and throughout the supply chain as a whole. To our knowledge, thisis an
under-investigated and less appreciated areain the contemporary research of SCM, if not ovel ooked or
even ignored. From a managerial perspective, it may be a neglect that can cause serious damage in
business practices to the corporate identity, profiling efforts and image in the marketplace and society.
Furthermore, the firm's trustworthiness, and at worst corporate survival, may be at stake (e.g. Enron
and Arthur Andersen). Therefore, the objective of this paper is to introduce and describe a conceptual
framework of firms corporate and business ethics in supply chains in terms of ethical structures,
ethical processes and ethical performance. It is a basis for firms to implement proper ethical values
and culture. Furthermore, it supports a firm’s proper actions in an asymmetric relationship of power

and dependence.

There are various areas of ethical concerns of firmsin supply chains. For example, on an overall level
there are both internal and external areas. Robin and Reidenbach (1990) develop a multidimensional

scale for improving evaluations of business ethics, while Hunt, Wood and Chonko (1989) develop a
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corporate ethics scale. On the one hand, ‘business ethics' has an external emphasis considering the gap
between firms' ethical actions and behaviour in ongoing business practices and the marketplace's or
society’s perceptions of the firms' ethical actions and behaviour in their business practices (Svensson
& Wood 2004). ‘Corporate ethics', on the other hand, has an internal emphasis considering the gap
between the management’s ethical actions and behaviour and the staff’s perception of the
management’s ethical actions and behaviour in ongoing business practices (Svensson & Wood 2004).
The conceptual framework described and illustrated in the next section comprises a combination of
both the internal and external approaches of corporate and business ethics in the context of supply

chains.

CONCEPTUAL FRAMEWORK

A conceptual framework of firms' corporate and business ethics in supply chains may be divided into
four separate but at the same time interconnected principal areas (see also Figure 1): the supply chain,
ethical structures, ethical processes, and ethical performance. The conceptual framework is continuous
as it contains a series of consecutive firms in ‘the supply chain’ that are seen as mutualy
interdependent — that is, one depends upon the other, and vice versa. It goes beyond corporate judicial
boundaries and refers to the ongoing attention to ethical concerns in supply chains. We suggest in our
conceptual framework that incorporating corporate and business ethics in the supply chain should be
supported by the area of ‘structures that underpin and nurture ethical business practices in and
between firms of the supply chain. These structures lay the groundwork to develop, manage and
monitor ethical business practices in the supply chain as awhole. Furthermore, it provides support for
the area of ‘processes’ that demands firm members of the supply chain to perform sound current and
future ethical business practices. The last area of ‘performance’ serves the purpose of evaluation and
maintenance of ethical business practicesin supply chains, and decides whether they are ethical or not.
This area enables the monitoring and control of the ethical structures and processes of the conceptual

framework.



The Supply Chain

It is not an easy task to determine what may be classified as ethical or unethical business practicesin
supply chains as a whole. An essential factor is that there are expectations and perceptions that vary
between firms in the supply chain. These expectations and perceptions also vary in the marketplace
and societies that surround the supply chain, and that influence the predominant belief or conviction

of what may, or may not, be seen as ethical business practices.

There are several areas that contribute to this variable situation. For example, government legislation
may frame and define the criteria of ethical business practices in supply chains. Devel oped western
style democracies have laws that govern the expected and perceived actions and behaviours in
business practices as they tend not to be self-regulatory (Carson 2003; Davies 2001; Piety 2004).
Governments have enacted legislation to provide the arena for business practices that are acceptable
within the society (Hoffman et a. 2003). In extension, the legislation indicates those business
practices that may be categorised as ethical or unethical. Another area that influences the view of
ethical business practices are lobby groups. Historically, they have been able to impact societies and
their citizenry’s expectations and perceptions of firms' business practices (Grit 2004; Whawell 1998;
Zylidopoulos 2002). Firms are also confronted with societal expectations and perceptions beyond

purely economic issues, such as environmental and socia change responsibilities (Handelman 2000).

Increased education among stakeholders in societies plays arole in influencing the expectations and
perceptions of ethical business practices (Sgrensen 2002). Furthermore, the media has aways
occupied an important position in modern and open societies (Collier 2000; Wheeler, Fabig & Boele
2002), therefore, socially responsible managers are the key to manage and monitor the performance
of ethical business practices and to avoid dilemmas in the marketplace and societies (Sms &
Brinkmann 2003). Socially responsible managers do the right thing because it is the right thing to do.
It is the correct action to take and an action that society expects. Executives should act ethically not

out of fear of being caught when doing wrong (Thomas, Schermerhorn & Dienha 2004: 64), rather,



they should embrace ethical actions and behaviour in business practices because of the freedom, self-
confirmation, and success that it brings. Cragg (2000: 213) states that commerce without conscience
is a formula for human exploitation, not human development. Professional associations may be
important too in influencing the expectations and the perceptions of ethical business practices in the
marketplace and society (Richardson 2001). In addition, firms should not bring pressure to bear on

their staff to violate their professiona obligations (Carson 2003).

Firms usually experience competition and are geared up to meet it. When this competition is having a
deleterious effect on the firm then it can force individuals into situations that may lead them to
compromise their ethical values and ideals in business practices (Cohan 2002; Fraedrich 1992;
McKendall, DeMarr & Jones-Rikkers 2002; Sethi 2003). With the awakening of globalization has
come a redlization in first world economies that there are firms who appear to have diverse sets of
actions and behavioural standards depending upon the country in which they find themselves at the

time (McMurtry 2002; Sgrensen 2002).

Ethical Structures

The area of ‘ethical structures' isintended to support firms' ethical concernsin supply chains. Thereis
a need for ethical structures that surround the modes in which firms strive to inculcate corporate and
business ethics. Without them there are no supports in place to create ethical processes and evaluate
ethical performance. This area serves as a support that the firm and its staff should be able to relate to
at the strategic, tactical and operational levels of business practices in their supply chains. It is a point
of reference to other stakeholders in the marketplace and society. The area of ‘ethical structures
consists of the a number of sub-areas as follows: (i) a code of ethics — since the early 1980s, a number
of studies in the area of corporate codes of ethics have been conducted (e.g., Cressey & Moore 1983;
Berenbeim 2000); (ii) conduct of ethical audits — a number of authors have suggested the need to
incorporate ethical audits into a firm's processes (e.g. GarciaMarza 2005); (iii) the presence of an
ethics ombudsman — it is an area that has a relationship with another sub-area of ethical structures,

5



namely whistle blowing. Firms need individuals who are designated in this position, in order that
individuals within the firm who have genuine concerns can feel free to voice these concerns to an
independent arbiter (Crotts, Dickson & Ford 2005; Murphy 1988); (iv) the development of an ethics
committee — if ethical business practices are viewed as an important part of the firm’s operations then
an ethics committee may have been contemplated by businesses and an area in which they may have
initiated action (McDonald & Zepp 1989; Rampersad 2003); (v) the availability of an ethics training
committee — such a committee can provide a fruitful environment in which staff can engage in
discussion and have education in ethics in situations that they might face whilst in the firm’'s employ
(Axline 1990; Trevino & Brown 2004); and (vi) the support given to whistle blowers — in situations
revealing unethical actions and behaviors, and in taking steps to expose them, the dilemma that many
staff members face, is in knowing to whom one can take an issue so as to ensure it is dealt with
appropriately and that the integrity of all persons involved is protected. Most importantly, for the
person making the complaint, there needs to be a guarantee of freedom from reprisals (Gellerman

1989; Wood & Callaghan 2003).

Ethical Processes

There is a need to support the staff of the firm in different ways, otherwise they will not know the
corporate standpoint on ethical business practices. In particular, staff may not know how to act and
behave in situations requiring ethical considerations. They need assistance to determine what is ethical
and unethical business practices. It is not a ‘matter of course’ or ‘just knowing what is ethical or
unethical, but inevitably in any situation demanding an ethical response there will be ambiguity
regarding what to do or what not to do on these occasions and in these circumstances. It is therefore
crucia to create processes that regulate a firm's ethical business practices, but also there must be

structures in place to support staff in their ethical actions and behaviors.

The area of ‘ethical processes’ consists of a number of sub-areas as follows: (i) ethical performance
appraisal — the need for firms to implement an evaluation of the ethical performance of staff through

6



the staff appraisal system (Fraedrich 1992; Trevino & Brown 2004); (ii) staff training — a firm cannot
just expect staff to be ethical to the level of the firm's expectations without having some involvement
with training. A number of writers have proposed the use of training programs as a means of
ingtitutionalizing ethics within corporate business practices (Schwartz 2002; Wood 2002); (iii) aid in
strategic planning — for example, Thomas et al. (2004) contend that leaders must think strategically
about how they ensure that they engender an ethical culture within the firm; (iv) consegquences for a
breach of the corporate code of ethics — a number of writers contend that within a code one should
outline enforcement provisions for those individuals who do not uphold the code (Seidman 2004;
Trevino & Brown 2004); (v) the communication of the code to the firm’s workers (Rushton 2002); (vi)
the dissemination of information on the code to new staff — new staff are not to be forgotten (e.g.
Joyner and Payne 2000); (vii) customers should be informed about the firm's code — in recent years,
concepts such as ‘relationship marketing’ have become a part of the business vocabulary (Grénroos
2004; Gummesson 1994). Theorists have endeavored to try to bring attention to the inescapable truth
that firms need repeat customers in order to thrive and prosper (Gronroos 1994; Gummesson 1994);
(viii) suppliers should be informed about the firm’'s code (Crane, Matten & Moon 2004); (ix) keep
other stakeholders informed (Heath & Norman 2004); and (x) firms should revise their code regularly.
It is important that the corporate code is not a static structure, but a flexible one. The marketplace and
society where firms run their business operations evolve and adaptations may be required across

contexts and over time. In fact, research shows that codes tend to evolve (Singh 2006).

Ethical Performance

There are a few essentia sub-areas of ethical performance in the conceptua framework of firms
corporate and business ethics in supply chains as follows: (i) whether the ethical structures and
processes resolve ethical dilemmas in supply chains, and in extension the marketplace and society. If
not, then what are, for example, the codes used for in firms? Are codes of ethics, then, the inward
regulatory documents as suggested by Mathews (1987); Lefebvre and Singh (1992) or are firms just
missing an opportunity to maximize their utilization? A relevant question becomes why does a firm
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have a code or any other structures or processes if these do not assist in resolving ethical problemsin
the marketplace and society? If so, what is the reason that they do not work, or at worst, are not used,;
(ii) whether the ethical structures and processes in place assist the bottom line of the firm. Some
stakeholders in a society may think that if a firm declares a profit then that in itself is the end of the
story for profit was the goal and once that goa has been attained in a legal manner, as Friedman
(1962) contends, then the firm should be allowed to proceed ahead relatively unchecked. The effects
on the bottom line may be classified into three types (Wood, Svensson, Singh, Carasco & Callaghan
2004): atruistic, mercenary and regulatory; and (iii) regarding the effectiveness of the corporate code
of ethics — international research has shown that codes may have a certain impact on firms

performance in the marketplace and society, though it is not easily quantified (Wood et a., 2004).

CONCLUDING THOUGHTSAND PROPOSALS FOR FUTURE RESEARCH

A few concluding thoughts may be drawn from the introduced and described conceptual framework
of firms' corporate and business ethics in supply chains. The framework aspires to be dynamic as it
has to be adapted to each firm's cultural context in the supply chain. The framework also argues that
firms' corporate and business ethics in supply chains should be seen as continuous and iterative.
There is no actual end of it, but a constant ethical attention and revision of firms' business practices
in supply chains is needed. The areas and sub-areas of the framework underpin the dynamics of this
complexity as they provide support on how to develop, manage and evaluate firms' ethical business

practices in supply chains.

We contend that the introduced conceptual framework of firms corporate and business ethics in
supply chains makes a contribution to the creation and examination of ethical structures, ethical
processes and ethical performance in the field of SCM. The proposed framework rests upon the
chalenge of combining the ethical concerns in business practices taking place between firmsin a

supply chain with the ethical concernsin the marketplace and across the societies involved.



The conceptua framework provides a seed to access the complexity of ethical concerns in supply
chains by monitoring firms' business practices in a supply chain from an ethical perspective. The
coverage of structures, processes and performance in the framework is required in order to provide a
solid foundation and positioning in the field of SCM. As a matter of fact, there appears to be no such
framework in SCM that has striven to address ethical business practices in supply chains as a whole
whilst proposing concrete applications. We have made an attempt to fill this knowledge gap by
proposing ethical structures, ethical processes and aspects of ethical performance. A proposal for

future research would be to gather empirical support to apply and refine this conceptual framework.

Expectations and perceptions in the marketplace and across societies initiate or trigger the
underpinnings of the framework by determining what concerns should be addressed to achieve ethical
business practices in supply chains. The firms values, norms and beliefs considered in strategic,
tactical and operational business practices should match these expectations and perceptions. They will
be the fundament of internal and external perceptions that will be connected to the firms achieved
ethical performances. In turn, these perceptions underpin the evaluations that societies will
subsequently undertake. It is important to recognise that ethical business practicesin supply chains are
dependent upon the actions of staff and their behaviours and they therefore need supporting structures

and processes.

Consequently, firms' corporate and business ethics in supply chains are dependent upon existing
ethical structures, ethical processes and ethical performance measures. Firms are interdependent and
implicitly responsible together for the ethical performance of the supply chain as perceived in the
marketplace and across societies. The globalization of business practices has led to supply chains often
extending across countries and different continents where the ethical values and principles tend to
some extent to be different or variable. This situation is a major challenge to be managed in firms

aspirations to act and behave ethically in the marketplace and across societies.
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